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Letter from the TXCCCF Chairman

October 2022
Dear members of the Texas Legislature,

Texas is thriving economically. We have the ninth largest economy in the world, and our employers are
poised to create millions of new jobs in the coming decade, thanks to our favorable business climate.

But our workforce needs are changing, in our communities, across the state, and around the nation and
world. More and more jobs require employees to have specific skills they can only get by earning
certificates, degrees, and other credentials beyond their high school diplomas.

The competitiveness of our state increasingly depends not only on the number of jobs but also the
quality of jobs we create and attract. Texas community colleges play key roles in helping Texans earn the
credentials required for good, self-sufficient jobs.

Along with the other members of the Texas Commission on Community College Finance, | have spent
the past year looking at this changing economic landscape and how our 50 community colleges can
support the state’s workforce.

The Commission quickly recognized two big challenges to meeting these workforce needs and
maintaining our economic momentum.

First, outside our state borders, Texas is competing with other states and nations that are facing the
same pressures. Those areas are actively investing in workforce education to increase their share of new
jobs and economic growth.

Second, inside our borders, the demand for jobs that require post-secondary credentials is highly
concentrated in about 10 of our 254 counties — while the potential workforce to fill these jobs is spread
across the state, in urban, rural, and suburban areas.

To solve these challenges, being incremental is not enough. We need to be bold.

We need a funding model for our 50 community college districts that is strategic, deliberately aligned
with our emerging workforce needs, and that fosters a strong partnership between local community
colleges and the state. This new funding model must empower colleges across the state to support local
employers who rely on a talented workforce. It must also ensure more Texas students enroll in and
complete degrees, certificates, and other credentials that translate into value and opportunity in the
state economy.

Our commission believes the new funding model must do three things: reward colleges for positive
outcomes, especially in credential completion and transfer, ensure equitable access through financial
aid, and help community colleges increase capacity to meet rapidly changing workforce needs.



Chairing this commission and developing these recommendations has been a highlight of my many years
of public service. | am honored Governor Greg Abbott asked me to take on this challenging yet
important role to help prepare Texas for an even stronger future.

Working with my fellow members — lawmakers, community college leaders, and policy experts — |
drew from my decades in business and higher education to better understand Texas community
colleges’ opportunities to develop an increasingly talented workforce.

Our goal is for every state dollar for community colleges to be tied to the goals outlined in Building a
Talent Strong Texas, the state’s new strategic plan for higher education, and to translate into greater
opportunities for individual Texans and more high-performing employees for the workforce. The
recommendations in this report are designed to directly support our students, families, colleges, and
employers.

As you'll read throughout this report, Texas’ highest priority must be to develop a competitive
workforce for the future. If we can achieve that, it will help us solve the other challenges we will face in
the mid-21st Century and secure our quality of life into the future for our children and grandchildren.

Woody Hunt
El Paso



Background to the TXCCCF Recommendations

Under the current Texas community college funding model, the majority of funding is generated by
tuition and property taxes, which are set and collected locally. Colleges’ elected boards of trustees set
tuition rates and adopt property tax rates for the maintenance and operations of colleges and for debt
service. Over the past decade, local property tax collections have increased significantly.

This model reflects the origin of the state’s network of 50 community college districts. These colleges
were created locally, mainly in the first half of the 20 century, to provide higher education
opportunities to area students before they entered the workforce or went to out-of-town, four-year
universities. Since community colleges were formed by taxpayers, they historically relied on revenues
tied to tax rates approved by voters. Over the past half-century, tuition collection and state support
have become more integral to the model.

The needs and goals of community colleges today are different than when this model developed.
Community colleges now play a vital role in awarding the credentials of value that many new jobs
require in Texas’ economy. Now, state leaders have a historic opportunity to develop a new funding
model that recognizes community colleges’ contributions to state and regional economies, especially
through the associate degrees, certificates, and other credentials they award.

There is currently wide variation in the property tax rates community colleges adopt for maintenance
and operations — from less than 2 cents to more than 39 cents per $100 of taxable value. There is also
wide variation in community colleges’ taxable property values, resulting in dramatic differences in the
funding colleges can generate on their own — ranging from about $11 per full-time equivalent student
per penny of tax effort to more than $1,100 per full-time equivalent student per penny of tax effort.

In the current biennium, state formula funding for community colleges is about $1.8 billion, distributed
through an allocation methodology that considers how colleges perform in relation to one another. The
formula is primarily driven by “contact hours” tied to student enrollments and types of courses
delivered. It also includes “success points”— based on specific metrics colleges have met over the
previous three years — and a uniform amount of “core” funding allocated to each college.

The state has the opportunity to develop a new funding model that generates more consistent base
levels of funding for instruction and operations across community colleges. In particular, the new model
must ensure that small and rural-serving colleges with lower property values have the resources needed
to serve students inside and outside their service areas and to meet local employers' workforce
requirements.

The new funding model should also incentivize and empower Texas’ 50 community colleges to train,
support, and offer credentials of value to students from all backgrounds so they can meet employers’
needs today and tomorrow. Texas is one of the most diverse states, and helping colleges provide
equitable opportunities across all student populations is essential to achieving the state’s higher
education goals. This model should fully support Texas in its pursuit of excellence in the global
competition for jobs and in becoming the premiere leader nationally in addressing the changing needs
of the workforce. Finally, the new model must encourage partnerships and shared services among
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colleges to help more students afford college, complete credentials of value, and transfer to four-year
institutions.

This can be done in multiple ways.

State Funding for Outcomes

The new funding model should recognize and reward community colleges’ vital role in awarding
associate degrees, certificates, and other credentials of value that will be required in more than 60
percent of all the jobs in Texas over the next decade.

In particular, the new model should fully recognize non-credit workforce education programs that have
become increasingly important to meet workforce demands and that are critical to mid-career
employees' upskilling and reskilling.

The new model should also recognize the additional costs of serving economically and academically
disadvantaged students or adult learners who depend on postsecondary credentials of value to increase
their long-term earnings potential. These students often require targeted support inside and outside the
classroom and more flexible schedules to accommodate their employment or family responsibilities.

Affordability for Students

In addition to dynamic formula funding for colleges, a comprehensive approach to meeting the state’s
emerging workforce needs must provide financial aid that will help more low-income students
participate in and complete postsecondary credentials. This strategic investment is particularly
important as the state moves past the global COVID-19 pandemic, which caused many low-income
students to delay or forego college enrollment.

This year, the state’s principal need-based aid program for students at community colleges, Texas
Educational Opportunity Grants (TEOG), is projected to serve approximately 28 percent of eligible
students. The state has the opportunity to bring those levels closer to the support provided by TEXAS
Grants, which this year will provide assistance to more than 68 percent of qualified low-income
undergraduate students attending four-year institutions.

A funding model that increases need-based financial aid will help more eligible students complete
community college programs that lead to postsecondary credentials of value without incurring high
levels of debt. This investment will especially help students who live outside community colleges’ taxing
districts and generally pay higher, out-of-district tuition rates.

Across the state, enrollments in dual credit courses accelerated rapidly over the past two decades as
state policymakers aligned incentives to encourage school districts and colleges to offer more dual credit
courses. However, enrollments in these courses, which can set high school students on early pathways
to success, have accelerated more slowly for students who are low-income. In addition, tuition charged
to high school students for these courses varies greatly between different colleges and different
programs at the same college. Through targeted investments in need-based aid for these students, the
state can ensure equitable opportunities for economically disadvantaged high school students to enroll
in dual credit courses.
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Finally, state leaders have significant opportunities through the TEOG program to support students in
short-term workforce training programs, including work-based learning partnerships with employers,
such as apprenticeships and internships.

Investments in College Capacity

Today, community colleges represent more than 40 percent of higher education enrollment across
Texas. However, over the past decade, the growth in community college |enroliments has not kept pace
with the state’s rapidly growing population and accelerating changes in regional and state workforce
needs.

e Academic enrollments excluding dual credit declined by 100,728 from their peak in Fall 2011 to
Fall 2021.

e Enrollment in workforce education programs (excluding dual credit) declined by 113,180 from a
peak in Fall 2010 to Fall 2021.

e Only 17,000 community college students were enrolled in workforce-focused dual credit courses
in Fall 2021, slightly more than 10 percent of all community college dual credit enrollments.

As the majority of state funding to community colleges is currently allocated based on each college’s
relative share of contact hours offered, individual colleges can actually increase enrollments yet receive
less funding from the state. A new funding model can provide clearer incentives for colleges —
especially rural-serving colleges and those with smaller property tax bases — to increase enroliment in
high-cost or high-demand fields, develop new capacity to offer programs in those fields, and work
collaboratively to meet regional and state workforce needs.

TXCCCF’s Mission and Commitment to Listen

Recognizing that the needs and goals for community colleges today differ from when the current
funding model was established, the 87" Texas Legislature established the Commission on Community
College Finance through Senate Bill 1230, which was signed into law by Governor Greg Abbott. The law
empowered the Commission:

“..to make recommendations for consideration by the 88" Texas Legislature regarding the state
funding formula and funding levels for public junior colleges in Texas that would be sufficient to
sustain viable junior college education and training offerings throughout the state.”

The bill also specifically mandated that these recommendations “account for equity in student
outcomes, with a particular focus on students who are underrepresented in higher education.”

\Gov. Greg Abbott appointed Woody Hunt of El Paso, a longtime public and higher education advocate,
to chair the Commission. Hunt was the ideal choice for the post. His business-centered experience
includes serving as Senior Chairman of the Board of Directors of Hunt Companies, Inc., as a former
member of the Texas Economic Development Corporation, and as former Chairman of the Texas
Business Leadership Council. His higher education experience includes roles as a trustee of the Texas
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Higher Education Foundation; chairman of the Texas Higher Education Coordinating Board Strategic
Planning Committee, which created the 60x30TX Plan in 2015; vice chairman of the UT System Board of
Regents; and chairman of the 2008 Select Commission on Higher Education and Global Competitiveness.

Under the leadership of Chairman Hunt, and with the support of the Texas Higher Education
Coordinating Board and national experts from HCM Strategists and the National Center for Higher
Education Management Systems, the Commission spent almost a year consulting with state and national
policy experts and reviewing extensive analyses of college enrollments, outcomes, and costs. They met
seven times as a full commission and multiple times in three smaller working groups focused on student
support, workforce education, and college operations.

Commission members also gathered input from community college presidents and trustees, students,
workforce entities, and the public — and listened closely to each of these groups so that the
recommendations reflect Texans’ needs, goals, and values.

To support the Commission’s work, the Texas Higher Education Foundation also commissioned a poll of
5,000 Texans, generously funded by the Bill and Melinda Gates Foundation and Educate Texas. This poll
found that 85 percent believe credentials from community colleges are valuable, 91 percent believe
degrees and certificates should align with the skills needed by employers, and 65 percent support basing
community college funding on student outcomes.

Likewise, Commission members listened carefully to the priorities of community college leaders. To
better understand the perspectives of small, mid-sized, and rural-serving colleges, the Texas Higher
Education Foundation commissioned Jobs for the Future to work with Coordinating Board staff to
engage community college leaders across the state in regional listening sessions and in-depth
interviews.

College leaders who participated in these listening sessions said their most significant needs include
expanding workforce education and training programs, resources to upgrade facilities and equipment,
responding to the expanding demand for student support services, and attracting, supporting, and
retaining faculty and staff talent.

Building on this feedback, the recommendations offered in this report are designed to expand access to
educational opportunities provided through community colleges and to ensure Texas has the talent-
strong workforce to power its economic competitiveness throughout the 21 century.

The recommendations are designed to advance the state’s higher education goals outlined in Building a
Talent Strong Texas, which emphasizes the growing need for a broad range of degrees, certificates, and
other credentials of value that can help both traditional students and adult learners. This strategic plan,
which was adopted by the Coordinating Board in January 2022, includes a strong emphasis on the need
to increase the numbers and diversity of Texas students who complete credentials of value without
incurring high student debt. The plan also recognizes the need to advance educational attainment
equitably across race, gender, income levels, and geographic areas.

Consistent with the bold vision of Building a Talent Strong Texas, the Commission’s recommendations
for a new community college funding model will leverage Texas’ national leadership in creating jobs and
developing a talented workforce. The proposed funding model will address structural shortcomings in
the current community college finance system that evolved over the course of decades and expand
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opportunities across the state for individual Texans to participate in, contribute to, and benefit from our
state economy.

The recommendations outlined in the following pages are laid out in three broad categories:
e State funding for outcomes

e Student affordability
e Targeted investments in college capacity



Recommendations

1. RECOMMENDATIONS: State Funding for Outcomes

Recommendation 1.1: Develop a modern community college finance model that distributes the majority
of state funding based on measurable outcomes aligned with regional and state workforce needs and
state goals for Building a Talent Strong Texas.

This new outcomes-based formula should be dynamic, with adjustments through an annual settle-up
process. Funding levels should be based on individual colleges’ current outcomes with specified fixed
dollar amounts for:

e Credentials of value, including degrees, certificates, and other credentials from credit and non-
credit programs that equip Texas students for continued learning and greater earnings in the
state economy;

e Credentials of value awarded in high-demand fields;

e Students who transfer to four-year universities; and

e Students who complete a sequence of dual credit courses that apply toward academic and
workforce program requirements at the collegiate level.

The Commission recommends that the outcomes-based formula include robust incentives for
completions and transfers of students who are economically or educationally disadvantaged and adult
learners to promote improved outcomes for populations that historically have completed postsecondary
credentials at significantly lower rates. The formula should include evidence-based incentives tied to
students’ progress to credentials, including incentives tied to students’ completion of dual credit courses
that apply toward academic or workforce program requirements. As the state continues to improve data
infrastructure and capabilities, additional outcome metrics such as job placement should be considered
for inclusion in the new formula.

Recommendation 1.2: Ensure community colleges across Texas can access foundational levels of
funding for instruction and operations through a state-funded guaranteed yield for colleges with low
taxable valuations.

Since the inception of the Texas community college funding formula, the relative shares of funding from
state and local revenue sources have shifted over time. As community colleges are locally governed
institutions, providing foundational funding for instruction and operations should primarily be a local
responsibility, supported through a combination of tuition and local property taxes, with state funding
focused primarily on rewarding outcomes aligned with regional and state workforce needs. However,
some colleges are unable to generate sufficient local funding for instruction and operations due to low
taxable property values. This lack of resources puts these colleges’ students at a disadvantage in the
state workforce while also negatively impacting local communities’ abilities to grow their regional
economies.

To ensure community colleges across the state can access funding for instruction and operations, a
foundational amount of funding should be established for each college based on student enrollments



and the types of contact hours taught in different fields of study across non-credit and credit-bearing
programs. This calculation should include adjustments to recognize higher costs of educating students
who need additional support services, such as low-income or academically underprepared students, as
well as adult students who are making efforts to reskill and upskill. The calculation should also include
adjustments to recognize the higher costs of operating small colleges.

The Commission recommends that colleges unable to generate foundational levels of funding through
tuition and local property taxes due to the colleges’ available tax bases or student enrollments should be
leveled up via a state-funded guaranteed yield on an initial portion of these colleges’ property tax effort.
Colleges receiving this additional state funding must meet certain requirements that can be measured
through clear metrics. These will include participation in shared services or other inter-institutional
partnerships to improve operational and programmatic efficiency and provide students with broader
opportunities to earn credentials of value.

2. RECOMMENDATIONS: Affordability for Students

Recommendation 2.1: Increase funding for Texas Educational Opportunity Grants (TEOG) and link state
performance measures for eligible students served through TEOG at two-year institutions and TEXAS
Grants at universities to establish a state goal of supporting at least 70 percent of qualified low-income
college students in pursuing postsecondary credentials of value at both public two- and four-year
institutions. The TEOG program should also be restructured to provide colleges greater flexibility in
meeting the needs of non-traditional students pursuing a wide variety of credentials of value, including
credentials produced by non-credit and short-term programs.

Recommendation 2.2: Provide financial aid through colleges to cover tuition and required fees in dual
credit courses for economically disadvantaged students. This new targeted financial aid for dual credit
funding should be administered by THECB, with support from the Texas Education Agency (TEA), for dual
credit courses that apply toward academic or workforce education program requirements. The
administration of this targeted financial aid should minimize procedural barriers to student
participation, for example by leveraging existing data about students’ eligibility for the National School
Lunch Program. It should also incorporate a maximum tuition rate for dual credit courses set annually by
THECB to help ensure equitable access for high school students across the state to dual credit courses.

Recommendation 2.3: Expand partnerships among colleges and private employers for paid work-based
learning opportunities, including work-study, apprenticeships, and internships related to students’
programs of study, utilizing the work-based learning strategic framework developed by the Governor’s
Tri-Agency Workforce Initiative. Work-based learning is a proven strategy to provide financial support
while giving students opportunities to apply and develop skills through real work experiences in industry
settings. The state should leverage existing federal funding and provide targeted state support for
programs developed in partnership with employers and offered through colleges to expand paid work-
based learning.
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3. RECOMMENDATIONS: Investments in College Capacity

Recommendation 3.1: Provide one-time seed grants for programs in high-demand fields to support
community colleges in rapidly standing up or expanding programs to meet regional and state workforce
needs. These grants would be administered through THECB in consultation with the Texas Workforce
Commission. Drawing on insights from the initial implementation of the Texas Reskilling and Upskilling
through Education (TRUE) program, the state should give priority to short-term workforce programs
developed in partnership with employers.

Recommendation 3.2: Support and facilitate shared services and stronger inter-institutional
partnerships. THECB should facilitate shared services to enable individual colleges to improve
operational efficiency and expand the range of academic and workforce programs they offer. These
shared services might include support for inter-institutional partnerships, master service agreements,
and state technology infrastructure, along with related feasibility studies. For example, institutions
across the state should be able to leverage other institutions’ online courses so students can stack
courses, credits, and credentials to earn degrees, certificates, and short-term workforce credentials that
smaller colleges would be unable to offer on their own. These and other cross-institutional partnerships
could involve other community colleges, Texas State Technical Colleges, or four-year institutions and
university systems.

Recommendation 3.3: Update state policies, and build upon the recent work by individual colleges, to
help community colleges across the state provide high-quality non-credit credential programs that are
convertible and stackable with credit-bearing programs. A state crosswalk of non-credit to credit
courses and programs will improve the transferability of workforce education courses across institutions
and throughout students’ pathways, from high school dual credit programs through pathways for adult
learners to support ongoing reskilling, upskilling, and career advancement. This state crosswalk would
also facilitate and improve the mobility of credit awarded for students’ prior work experience. Projects
already underway through the Governor’s Tri-agency Workforce Initiative to clarify and streamline
career pathways should be considered in these specifications of stackable credentials.
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Conclusion

These recommendations from the Commission are both aspirational and achievable. Once
implemented, they will expand Texans’ access to two-year colleges and create far greater opportunities
for students to earn the credentials of value that prepare them for well-paying, high-demand jobs in our
changing economy.

The Commission’s recommendations will require a significant state commitment of new funding for
formulas, student financial aid, and targeted investments in community colleges’ capacity. These
proposals are squarely focused on meeting the individual needs of hundreds of thousands of Texas
students and employers. At the same time, they are designed to support a broad range of state and local
policies that will serve a diverse range of communities and student populations.

To enact these recommendations, the Texas Legislature must invest resources in the proposed dynamic,
outcomes-based funding formulas, especially as colleges respond to new incentives. State funding will
also be essential to ensure all colleges have funding for instruction and operations that recognizes cost
differences due to student needs and college size. Additional funding for need-based student financial
aid will expand opportunities through community colleges to students across Texas.

To implement the Commission’s recommendations, the Coordinating Board will need to provide broader
support services for community colleges. Full implementation of these changes will take time, and the
Coordinating Board will need to work in close consultation with colleges to specify and implement the
new funding formulas. The Coordinating Board will be called upon to provide timely and actionable data
about community college student enrollments and outcomes, changing regional and state labor
markets, demand for credentials, and graduates’ earnings. In addition, the Coordinating Board will need
to utilize its convening capacity to bring community college leaders and other stakeholders to the table
to foster development of shared services and stronger inter-institutional partnerships.

The Commission recognizes that the primary responsibility for implementing this new funding system
rests with Texas community colleges. The new state investments and major policy changes
recommended by the Commission are designed to better support these schools in serving their students
and local communities and addressing rapidly changing regional and state workforce needs.

Ultimately, every additional dollar Texas invests in our community colleges can translate into greater
opportunities across the state and a higher-performing state workforce that will draw new investment
and jobs. Strategic investments in community college outcomes, affordability, and capacity will secure
our state’s leadership in higher education and workforce development — and elevate Texas families and
employers for decades to come.
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Process and Approach

After the 87" Texas Legislature established the Commission through Senate Bill 1230 last spring, Gov.
Greg Abbott, Lt. Gov. Dan Patrick, House Speaker Dade Phelan, the Texas Association of Community
Colleges (TACC), and the Community College Association of Texas Trustees (CCATT) appointed the 12
Commission members.

The group included lawmakers, community college leaders, and experts in policy and workforce issues
from across the state. It immediately began what would become a year-long effort to thoroughly
understand the challenges of the state’s established community college funding model; identify
opportunities for improvement; and assess the needs of Texas employers and workers.

Under the leadership of Chairman Woody Hunt and with guidance from Texas Higher Education
Commissioner Harrison Keller, the Commission designed a deliberative process that would allow them
to make informed recommendations to the 88" Texas Legislature to improve the funding model, reduce
inequities, and expand colleges’ abilities to award credentials of value. Members focused on
commissioning and reviewing research, gathering, and analyzing data, and listening to the entire range
of stakeholders statewide.

The Commission divided into three working groups on College Operations, Student Support, and
Workforce Education that met frequently and conducted deep dives into their assigned areas. The
Commission also held seven public hearings in Austin between November 2021 and October 2022,
which included:

e Testimony from state agencies responsible for Texas’ finance and workforce policies, including
the Legislative Budget Board, Comptroller of Public Accounts, and Texas Workforce Commission.

e Panel discussions of community college leaders around enroliment, demographics, and other
relevant issues.

e Testimony from national experts in student success and workforce development, including from
the University of Texas System, the Lumina Foundation, the Hope Center for College,
Community, and Justice at Temple University, and the Center for Education and Workforce at
Georgetown University.

e Panels of employers who discussed their changing workforce needs and expectations of new
employees coming out of community college credential programs.

e A panel of students from diverse backgrounds and regions, including adult learners, who shared
their experiences and discussed the needs of students from the classroom to the workforce.

Throughout the process, the Commission received support from Coordinating Board staff and ongoing,
consultative guidance from TACC leadership. It also worked closely with national organizations with
expertise in higher education’s potential to reduce disparities and create student opportunities. These
included HCM Strategies and the National Center for Higher Education Management Systems.

Importantly, the Commission was guided by research from Dr. Lori Taylor from the Bush School of
Government and Public Service at Texas A&M University.

Dr. Taylor led the Community College Finance Research Project, a data-driven, evidence-based analysis
that ran alongside the Commission‘s work. The research was intended to help commission members
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better understand the differences in costs to educate student populations with specific characteristics;
how economies of scale play into institutional fiscal needs; and the factors that explain variations in the
cost of educating different students.

In the summer of 2022, the Commission, with support from Educate Texas and the Bill and Melinda
Gates Foundation, engaged third parties to survey 5,000 Texans’ attitudes toward and expectations of
community colleges. The organization Jobs For the Future also worked with Coordinating Board staff to
conduct five listening sessions with 45 community college leaders across the state to gauge their needs
and expectations for a new funding model, following up with in-depth interviews with ten leaders.

Based on this research, data analysis, and feedback from stakeholders, the Commission developed a
series of recommendations during the summer that were posted publicly, discussed by commission
members, and opened to public testimony in September 2022. The recommendations were divided into
the three categories featured in this report — state funding for outcomes, student affordability, and
targeted investments in college capacity.

The Commission approved its final recommendations in October 2022 to submit to the Texas Legislature
by November 1, 2022, as required by Senate Bill 1230.
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